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Industrial Pensions—Plans and Policy* 


By Wu.tam J. GraHAm, Vice-President, 
The Equitable Life Assurance Society of the United States 
President, American Management Association 
w™ are we going to do with the employee who after long service has 
reached an age or condition of invalidism that disqualifies him for the 
job and yet finds him without resources for existence without income from 
the job? 

In discussing this subject, I would make passing reference to more elabo- 
rate studies that have been made as the basis upon which the subject of pen- 
sioning should be approached for industry, for the nation, and for the state, 
especially to those studies which have been made of existing pension plans. 
I refer to studies by the United States Chamber of Commerce, the National 
Industrial Conference Board, the Bureau of Labor, and the National Metal 
Trades Association ; and especially to the exhaustive and down-to-the-minute 
study by the Industrial Relations Counselors, Inc., which has recently been 
completed and will soon be available in book form.? 

A practical and non-technical study of the industrial pension problem, 
with particular emphasis on the amounts of pensions allowed, the require- 
ments on length of service under existing plans, and the methods of financing 
these, has been made by the Industrial Relations Department of Princeton 
University under the leadership of Professor J. Douglas Brown. 

We find in industry today that the worker at pension age who should 
be retired may be treated under one of five classifications depending on the 
pensioning procedure followed in his company: 


1. Hidden Pensions 


Under this plan the employee is allowed to continue on his job in 
the absence of any form of pension benefit in the institution he serves. 
This practice has been aptly described as the system of “hidden pension 
costs,’ and is undoubtedly one of the most expensive pension methods. It 
is expensive in its cost to the employer ; it is devastating in the price it exacts 
from the overtaxed employees and in the hazards to health and limb. 





* Presented at the Second Industrial Relations Conference, held at Princeton University, Sep- 
tember 20, 1932. 


1To be published in two volumes about January 1, 1933, by Industrial Relations Counselors, Inc., 
New York, N. Y. 


The object of, the publications of the American Management Association is to place before the 
members ideas which it is hoped may prove interesting and informative, but the Association does not 
stand sponsor for views expressed by authors in articles issued in or as its publications. 
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2. Discretionary or Informal Pensions 


Next in order is the plan under which the employee comes up for in- 
dividual consideration, since he works for a company of the class that under- 
takes to review each case upon its merits, under what is commonly described 
as a “discretionary” pension plan. Here is a burden that calls for an amount 
of individual consideration of the master-and-men order that harks back to 
other generations. Unless the particular organization is small, with pension 
cases few and far apart, the sum total of such separate treatments must be a 
distinct invasion on the time that otherwise would be given by the executive 
to other duties, such as production, distribution, financing and general man- 
agement of industry. 

Under any conditions, it will cost money to do something for the em- 
ployee to keep him from want and give him as much more of his urgent 
necessities as good nature and decent regard for the man and the financial 
condition of the business will permit. Finally into this picture comes this 
varying element, “the financial condition of the business.” The aged employee 
is truly unfortunate if his problems arise at the same time as his employer’s 
and in a period of great industrial depression. 

The so called discretionary method of paying pensions not only shares 
the common weakness of all non-contractual pension schemes, but in addition 
it must bear the burden of a grant not chartered by any announced plan; 
and therefore influenced by the ebb and flow of business prosperity. The 
discretionary plan is workable when perfect confidence and goodwill exist 
between the worker and the employer and when continuing prosperity and 
continuity of benevolent autocracy exist. Otherwise, it is dangerous to the 
worker and is likely to prove exceedingly embarrassing to the employer or 
to his representative in dealing with the employees. Whether he is placed on 
a discretionary pension or is continued on the job under procedure 1, the 
hazard to his continuing income is so great as to leave the thoughtful worker 
without a sense of old-age security. As a result, such a pension scheme 
fails to elicit appreciation from the worker over the years in which such 
appreciation might be properly reflected in his work. 


3. Formal Non-Contractual Pensions 


Under this heading are included plans that state in formal terms the 
amount of, and conditions under which pensions will be available to eligible 
employees. However, both the plan and pensions currently being paid are 
subject to change or abolishment by official company action. 

Thus, even if the employee is placed on the pension list, the continuance 
of his pension is guaranteed neither in whole nor in part. He may be con- 
sidered somewhat fortunate in actually achieving the pension at that, since 
there is no guarantee that younger men in service today will succeed in 


reaching pension age while the plan is in force, because it is within the 
power of the employer to abolish it. 
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In this classification, however, as distinguished from procedures 1 and 
2, the personnel manager’s job is greatly simplified, in that he is able to 
retire an eligible employee in accordance with an existing plan. Whatever 
payments are made to such an employee from that time on are made at the 
current expense of the business although they cover a length of service that 
reaches over many years in the past and certainly over the time of earlier 
managements, This is a sort of “We pay pensions for our predecessors and 


wish our own on our successors without creating any legal obligations in the 
matter.” 


4. Formal Partially-Contractual Pensions 


There is additional security to the worker coming under this classifica- 
tion in that, having once achieved the retired list, the pensioner is guaranteed 
the continuation of the pension. This guarantee requires that the employer 
set up a sum of money when the employee is retired as a pension reserve, 
equivalent to the present worth of the obligation measured as a definite life 
annuity. This plan, commonly termed a partially or limited contractual plan, 
is similar to previous plans discussed inasmuch as it is going into default 
of all accrued service short of acknowledging obligation to those who have 
actually achieved the pension age. Likewise, it is passing on this accrued 
obligation to succeeding managements. Unlike employees under procedures 
I, 2 and 3, the retiring employee under this plan is assured of the con- 
tinuance of his pension in full amount of the grant, since the pension is guar- 
anteed by adequate funds separately trusteed and soundly invested. The 
personnel manager can place eligible employees on this guaranteed pension 
list with a free conscience, but when he does so, what can he do to avoid 
thinking about the man who is due to be retired on pension next year or two 
or three years hence, when the whole pension plan may be in a state of flux? 
For example, the integrity of the business may be at hazard, the disposition 
of the management, or the management itself, may change or be changed, 
liquidations or mergers may be in sight—all of which may mean the absence 
of continuing management to carry through their conception of moral re- 


sponsibility to workers not as yet at pension age under a plan which is not 
a contract. 


5. Contractual Funded Pensions 


The employee under this procedure is found at work under a modern 
contractual plan—definite in its terms and guaranteed by responsible agree- 
ment. The employee knows exactly what he is to receive and receives it. 
The cost of his pension has been anticipated and provided currently as re- 
quired by a sound contractual plan. Ample funds are amply secured to 
carry out the commitment. 

Roughly then, in American industry today these five classifications out- 
line what will happen to any employee when thought is taken of his old-age 
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necessities. They omit the possibility that we most dislike to discuss at 
this stage in our industrial development; that is to say, the situation of the 
employee who may be summarily discharged without regard to where he, 
or anyone dependent upon him, will get his next meal. Detached from all 
humane considerations, this situation has in it obvious elements of business 
hazard in direct ill will to the concern and in indirect menace to industry as 
constituted today, and brings in its trail the subject of state and federal doles 
for employables. In using the word “employables,’ I would distinguish 
between men who can and have given years of useful service in industry and 
those unfortunate, criminal, lazy, or otherwise unfit persons who may be 
called “unemployables.” 

It would appear that a state or federal dole to “unemployables” in lieu 
of other forms of poor relief is not a part of the problem of industrial 
pensions nor is it particularly the problem of industry—the interest of in- 
dustry lies in seeing that only enlightened public measures are adopted at a 
not excessive tax cost to industry. 

Here it will be borne in mind that all plans and schemes that put the 
employee in funds, however these are termed, are in themselves insurance to 
the extent of the amount of the funds against all untoward contingencies, 
including superannuation. Though home buying plans, stock purchasing 
schemes, and various other laudable thrift devices for the benefit of the 
employee, subsidized through automatic wage deductions by the employer, 
give security to the worker, it is seldom that these plans are depended upon 
as substitutes for pension and insurance benefits. In fact, more often they 
are regarded as desirable plans to supplement the modest stipend of the 
pension or of the insurance against the disasters of death or temporary dis- 
ability. 

Should the pension cost be borne entirely by the employer or should it 
be paid only in part by the employer and supplemented by contributions 
from the employee? Then comes the question of the justification of the 
cost to the employer in a competitive world in which the stockholder must 
be considered. 

For the purpose of this review we may assume that pension costs are 
inescapable in modern industry. They are shown to lie hidden when a 
company has no pension plan or has a so called discretionary plan, they more 
definitely exist in other forms, and cannot be said to be absent even in the 
attempt to repudiate all forms of pensioning. A callous disregard of the 
necessities of the superannuated or totally disabled employee certainly is not 
without cost to the employer. Happily, society has advanced to a stage 


where consideration for the individual worker is being impressed on industry 
as a matter of good business, as well as good morals. 

Upon the general theory of pension cost, I shall make one reference, 
and that to the oft-quoted statement of Cyrus S. Ching: 
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“Those who contend that a pension is a deferred wage claim that the pension must 
of necessity come out of wages or profits and that, since we cannot expect that employers 
voluntarily are going to turn over profits to employees, it inevitably comes out of wages. 
Such a line of reasoning takes a great deal for granted. It supposes that the amount of 
the company’s income which can be paid out in wages is fixed. Thus, if a company can 
pay so much in wages and so much in pensions, it is claimed that it can pay this total in 
wages. Is this really the case? If a factory can increase production by installing new 
machinery and this increase justifies the expenditure, the management is not going to 
worry about whether the cost is going to come out of profits. We all know that the new 
equipment will more than pay for the change. Surely no thinking person would dare 
to say that since the company has so much money to pay for new machinery it might 
instead employ some additional workers or pay higher rates to present employees. Pen- 
sions properly lined up do not come out of wages or profits, nor are they in the real sense 
of the term passed on to the consumer in increased cost of goods. It is an expenditure 
which is justified in greater efficiency, good will, et cetera, which the pension plan itself 


calls forth.” * 

Mr. Ching’s statement brings a realization of the fact that most of the 
present pension plans do not capture the imagination of the worker, do 
not lend security to the worker, and do not greatly help to make him proud 
and content in his employment. We all realize that a proper pension plan 
does not and should not keep the worker from a better job, or hold him in 
any sort of slavery to a job except as the benefits and securities of that job 
are made so manifest that he cannot justify himself in leaving it for one 
that, all things considered, would be rightly judged inferior. Making the 
plan good enough to pull its own weight is a big chore, but one that the 
modern pension plan should and must undertake to manage successfully. 

The present situation of reduced employment has brought out a disposi- 
tion of employers to retain the older men because of their longer service 
as against the younger, and in many ways more fit, workers. As a result, 
industry has taken on something of an extra cost of operation in this decision 
and has accentuated its problem of potential pension costs. 

What are the logical steps for establishing pension security? Logic, as 
we know, in a practical world often gives way to expediency. We should 
not, however, abandon the logic of the situation because of the expediency 
of the minute. Expediency has ordained that first attention be given to the 
immediate embarrassment, in this case the man at pension age, the heritage 
of previous managements, to the neglect of the man being put on today or 
the man continuing at work under the present administration. 

The starting point common to all is the present employee. The young 
company and the old company, the strong company and the weak company, 
all have the problem of the present employee. It is the problem of John 
Jones as he punches the clock and walks in to hang up his hat today. Young 
or old, weak or strong, what are we doing to provide for requiting John 
Jones today in the coin of the pay envelope, in the coin of the other inci- 


1“Industry’s Obligations to Superannuation and Evaluation of Present and Proposed Plans,” Eighth 
Annual Conference on Human Relations in Industry, Industrial Dept., Y C. A., 1925. 








40 PERSONNEL 


dental benefits, insurance protection, and favorable working conditions that 
we throw about him, including whatever old-age and disability security we 
offer him? 

Going back to a pension beginning with the current work of John 
Jones and providing a scheme that would finance the day’s pension obliga- 
tions as it would the day’s work, we dispose of the first logical element of 
the problem, that of service rendered from now on. 

The second part of the problem is the accrual problem—what to do 
about the piled-up services of the past. 

It will often be difficult to finance the accrual obligation. Few busi- 
nesses except the very new, however prosperous, can afford to put up im- 
mediately the present worth of a pension obligation for past service that 
will make up in the current year for all the deficiencies of the past. The 
inability of most concerns, however affluent, to do this, leaves these alter- 
natives : 

First, to amortize this obligation over some long period, such as ten, 
fifteen or twenty years. This would mean that for such period of amortiza- 
tion there would be a doubling of pension cost brought about by paying 
the current pension cost plus funding part of the past accrual. 

The other alternative, strange as it may seem, would be to pay nothing 
on the accrued cost. This would leave the accrued cost no more defunct 
now than before, but in connection with a sound plan for currently financing 
the current cost it would mean the accrued service would cease growing. 
On the contrary, it would begin to dwindle with the passage of each year 
and would disappear entirely when the last of all the present employees had 
withdrawn, died or retired. 

Logically, the third phase to be considered, though the one usually put 
first because of its obvious necessities, covers the superannuated. To these 
men, whose pension necessities are here, our hearts go out. Analyzed, how- 
ever, in terms of sound business machinery, they may be reasonably cata- 
logued as moral obligations of the business passed on to succeeding manage- 
ments without self-enforcing funds. Without minimizing obligation to 
these men, certainly no one can deny our greater moral obligation of pro- 
viding old-age necessities for the man who is working under us today and 
under our pension promises as compared with the man who was the respon- 
sibility of our predecessors during all or most of his working years. 

Anything done in the way of improving a pension situation, however 
slight, is important and leads the way for further improvements. The num- 
ber of pension plans in the United States today considered to be worthy 
of the name would not total many hundred at most. Happily, however, they 
cover a disproportionately large number of employees. Of the many hundred 
plans, there are not many that may be described as entirely satisfactory 
pension schemes, well conceived and soundly financed. 
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The above discussion has indicated that pension plans have a definite 
place, a definite function, in modern industry. Some or all of the follow- 
ing advantages are enjoyed in varying degrees in a plant having a pension 
plan: 

1. Increased production efficiency, by increased employee cooperation. 

2. Increased safety, by having alert and active employees. 

3. Improved morale, by removing the dependent old-age bogy from 

the minds of employees. 

4. Better public relations, since the public is cognizant of these plans. 


5. Lower labor turnover, since serious minded employees realize the 
economic value of a pension plan. 


Success in making the plan pay its own way while adding the comfort 


of old-age security to the worker depends upon a number of factors, chief 
of which are: 


1. Drafting an understandable and workable plan. 
2. Adequate financial security. 
3. Effectiveness of administration. 


It is of considerable importance to the employer that the plan effect 
the elimination of the superannuated and the otherwise disabled employees. 
This will enable the personnel department to increase the efficiency of the 
personnel. Money must be provided as needed and the expenditure justified 
by results. To this end there must be cooperative supervision by the produc- 
tion, financial and personnel managers for the benefit of all concerned. 


Step I—DrarFtTInc THE PLAN 

Under this heading we shall consider the details and benefits of the 
plan as they would be described in an official announcement. It is, of course, 
much easier to set up a plan for a company that does not have an informal 
pension scheme already in progress. When such a pension scheme does not 
exist, consideration need not be given to certain practices and precedents 
already familiar to the personnel. 

Consider, therefore, first the provisions of a non-contributory plan as 
a basic scheme, to be modified as required, if the company already has a 


pension scheme, and further modified if contributory features are to be 
included. 


1. Waiting or Eligibility Period 

How long should an employee work for the company before he is to 
be considered eligible for the pension plan? The treasurer is interested in 
this point, since it will naturally make a difference if he has to set up re- 
serves for the pensions of all employees with, say, at least six months of 
service or only those employees with more than five years of service. 

From the viewpoint of the personnel man, the waiting period should be 
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as short as possible in order that employees will have the feeling of being 
a part of the plan soon after employment, thus giving it as much weight as 
possible as a stabilizer of personnel. From the treasurer’s viewpoint, the 
plan should cover only permanent employees to eliminate the necessity of 
setting up reserves and keeping accounts for temporary employees who will 
leave after a few years. However, he does not wish to have the waiting 
period too long, since a lengthy period will cut down the number of years 
available for the accumulation of reserves and will increase the proportionate 
contribution for each employee. 

In general, either one or two years would be suitable as a probationary 
period. A two-year period in an average case would exclude about one-third 
of the employees, many of whom, it may be assumed, are floating employees. 
2. Normal Retirement Age 
3. Optional Retirement Age 


It is agreed that the effective pension plan will provide for the retirement 
of an employee when his efficiency is definitely on the down grade. How- 
ever, this reduced efficiency occurs at age 63 for some employees, 65 for 
others, 69 for others, etc. The plan must therefore provide for all such 
cases. 

A single provision for these two points is: 


Normal retirement age shall be 65 for all employees and may occur at the request 
of either the employee or the employer. However, with the consent or at the request of 
the employer, the employee may be retired at any other age between 55 and 70. 


Obviously, if the plan is being financed on a sound reserve basis to 
provide a given income at age 65, the employee will receive a smaller in- 
come for retirement at an age between 55 and 65 and a larger income at 
an age between 65 and 70. It is customary to differentiate between male and 
female employees and to make the retirement age limits for women five years 
less than those applying to men. 

It is also usual to require a given number of years of service, usually ten 
to thirty, before an employee may retire. For example: 

Normal retirement age shall be 65, provided that at least twenty-five years of service 


have been completed. If an employee has not completed twenty-five years of service 
at age 65, his normal retirement age will be upon the completion of that period of ser- 


vice, but not later than age 70. 

However, if this rule is followed too strictly, the effectiveness of the 
plan may be disturbed. That is, it may be necessary to retire John Doe at 
age 62, at which time he will have completed only twenty-three years of 


service. The plan must provide for such cases under an optional retirement 
clause, as follows: 


However, regardless of the years of service completed, an employee, with the con- 
sent or at the request of the employer, may be retired at any age between 55 and 70, 
the amount of the retirement income being adjusted by suitable actuarial factors. 
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In other words, the retirement clause may be as flexible as desired, 
but the amount of the retirement income must be governed by the amount 
of the actuarial reserves on hand. 

Under the heading of normal and premature retirements because of old 
age, it is customary to include a provision for retirement on account of 
total and permanent disability. It is usual to require that this benefit will 
be granted only after some definite period of service, such as ten to twenty 
years, and to have the benefit equal to the annuities accumulated to the date 
of such disability. A typical clause for this benefit follows: 

If an employee, prior to retirement age and after having completed ten or more 
years of service, becomes totally and permanently disabled, he will be retired immediately. 
The monthly income paid in such case will be calculated in accordance with the amount 
of income provided for normal retirement, i. e., the given percentage of salary multiplied 
by the number of years of service completed to the date of disability. 

The given percentage of salary to be used will, of course, depend on 
the plan adopted and is discussed more fully in the section that follows. 


4. Normal Retirement Income 


The amount of the retirement income to be granted to the employee 
at normal retirement age must be decided by considering two factors: 

a. It must not be so large that the company will find it difficult to finance 
or to justify in a competitive world where overhead costs must produce 
commensurate results. 

b. It must not be so small that the employee will be unable to subsist 
on it and therefore unwilling to retire unless forced to do so by the company. 

The monthly pensions payable today vary greatly from company to com- 
pany. To refer to two widely known plans, a large steel company grants 
a pension equal to one per cent of the last ten years’ average pay multiplied 
by the total years of service, subject to a maximum pension of $1,200 per 
year; while a large oil company grants a pension of two per cent of the 
average salary for each year of service, with a maximum of 75 per cent of 
average salary. 

The term “pension formula” is applied to the provision that describes the 
amount of pension at the normal retirement age. The pension formula may 
provide one per cent of average salary over the last ten years multiplied by 
the total years of service. The figure one per cent in the pension formula 
may be one and one-quarter per cent, one and one-half per cent, two per 
cent, etc., in various plans. Instead of using the last ten years for averag- 
ing the salary, some plans use the last three or five years, or even the total 
years of service. When it is desired to limit the size of pensions, the formula 
in some instances provides that all salaries exceeding some fixed sum, such 
as $5,000, shall be regarded as $5,000. Also, the formula may provide a 
minimum of $30 per month, or 20 per cent of salary, or the like. Similarly, 
it may provide a maximum of $1,200 per year, or 50 per cent of salary, etc. 
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In connection with the question as to whether or not maximum and 
minimum pension limits should be included in a plan, it is to be pointed 
out that a plan which provides pension income equal to a percentage of the 
current wage for each year of service lends itself to the avoidance of 
maximum and minimum limits. Many executives feel that it is not desirable 
to have the pension at any time exceed the employee’s final salary and for 
this reason a maximum, such as 75 per cent of salary, is commonly intro- 
duced. If no arbitrary sum is fixed as a minimum, cases would arise where 
some exceedingly low pensions would result, put this would happen only for 
low salaried employees or for employees who were hired at advanced ages. 

The absence of an arbitrary minimum pension assists in accomplishing 
two laudable objectives: 

First, there need be no selection against the older man, since the amount 
of pension would not be determined by an arbitrary minimum at excessive 
cost to the employer, but by the actual service rendered. In this way it 
would be no more expensive to provide for the ten years from 55 to 65 for 
a man who was hired at 55 than for the man who was hired at 25. 

Second, it is to be hoped we are approaching the day when employees 
may carry their pension accumulations from one establishment to another 
as a fractional pension covering fractional service. Then it will be the sum 
total of such fractions that will count. While it might appear absurd at 
this time to talk about fractions that are non-existent, it would seem reason- 
able to plan pension programs with the thought in mind of a widespread at- 
tempt in industry to have more or less standardized plans and a sort of 
inter-relationship between institutions, which would mean that the scheme 
would work over the whole lifetime of the employee without requiring that 
he have a continuous job with one employer. 

A plan providing a pension of two per cent of salary for each year of 
service is liberal; one providing one and one-half per cent for each year of 
service, moderate; and one providing a one per cent pension, fair. Few 
plans provide less than one per cent for each year of service. 

When a new plan is adopted, a company must decide whether years of 
service are to be counted from the installation of the plan or whether it is 
to be made retroactive with respect to total years of service. If the plan 
is made retroactive, there will necessarily be an extra cost to take care of 
the accumulated years of past service. On the other hand, if service only 
after the adoption of the plan is considered, the present older employees, 
say those aged 55 and more, will receive small pensions. 

If the plan is made retroactive, the past service credits may be amortized 
on a sound actuarial basis over a period of ten to thirty years and thus lessen 
the initial outlay required. If the plan does not credit past service, a mini- 
mum of, say, $30 per month may be provided in order that the present older 
employees will not suffer unduly. 

An average plan, one which contemplates that pensions will be about 50 
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per cent of earnings, would provide for a monthly income equal to one and 
one-half per cent of the average salary for each year of service. Sometimes 


the one or two year waiting period is deducted in counting total years of 
service. 


5. Other Provisions 


There are, of course, other items, such as continuous service, lay-offs, 
reinstatements, sick-leaves, vacations, etc., which should be defined clearly 
by the drafters of the plan in order that the administrative body may have 
no difficulty in interpreting it or the employee in understanding it. 

The plan should definitely state the provisions for change in plan, dis- 
continuance of plan, adjustments to any enforced statutory requirements, 
mergers, guarantees, administration, and other points closely associated with 
company policies and decisions. 

Having considered a basic non-contributory plan, let us now consider how 
a contributory plan may be superimposed to provide more liberal benefits. 
For this purpose consider a suggested plan, which is similar to the ones 
adopted in the past year by several great American corporations, basically 
non-contributory with a supplementary contributory feature, and which for 
clarity of statement will be assumed to be effective on January I, 1933, and 
which might well be considered as a model whose various benefits may be 
modified or altered to suit individual companies, 


A. Non-Contributory Section 


1. All employees one year or more in service on January 1, 1933 and 
under age 65 if male employees and 60 if female employees shall be con- 
sidered members of this plan. All other employees will become members 
upon completing one year of service if under these ages. 

2. Retirement shall normally take place at age 65 for men and 60 
for women. With the consent or at the request of the company, an em- 
ployee may retire at any other age between 55 and 70, the income being 
decreased or increased as retirement occurs earlier or later than normal age. 

3. The monthly retirement income at normal retirement age shall con- 
sist of the sum of these two items: 

a. Two per cent of the earnings in 1932 for each full year of service 

prior to January I, 1933. 

b. One per cent of current salary for each year of service after January 

I, 1933 and prior to normal retirement age. 

This income shall be payable during the lifetime of the annuitant 
and stiall cease at death. If the employee so elects prior to retiring, he may 
receive a slightly smaller amount of income and thus guarantee a continua- 
tion of this income to his widow as long as she lives, 

5. If an employee becomes totally and permanently disabled prior to 
retiring and after having completed at least ten years of service, he will be 
granted a monthly disability income equal to the annuities accrued to date. 
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B. Contributory Section 


1. All employees eligible for free or non-contributory annuities are also 
eligible to become contributors under this supplementary plan. 

2. Each contributor will be given all the benefits of non-contributors, 
and the following additional benefits: 

a. An additional annuity of one per cent of current salary for each 

year as a contributor. 

This will make the total future service annuity for contributors equal 
to two per cent of salary for each year of service as a contributor. 

b. A death benefit equal to all the employee’s contributions with com- 

pound interest at three and one-half per cent. 

c. A withdrawal benefit equal to the employee’s total contributions 

accumulated with three and one-half per cent compound interest. 

3. Each employee will deposit enough to provide about one-half of 
the additional annuity benefit. The percentage of salary contributed will 
depend on the age at entry into the plan. For example, if age 25 at entry, 
employee deposits 2.5 per cent of earnings; if 35 at entry, employee deposits 
3.0 per cent of earnings; if age 45, 3.5 per cent; if 55, 4.0 per cent. These 
percentages remain level as long as the employee is in the plan and will not 
increase in later years. 

The employer adds to these percentages sufficient funds to provide the 
additional annuities given to contributors. 

4. Each contributor will be advised each year of the amount of annui- 
ties and contributions to his credit. 

For the plan just described, the total cost to the company would, of 
course, depend on the distribution of the employees by ages, salaries, length 
of service, and sex. 

A study of many calculations made on group annuity plans for long 
established institutions indicates that the total accrual for the past service 
benefits, if set up as one sum would vary from 10 per cent to 40 per cent of 
one year’s payroll. If this amount is amortized over a period of 20 years, 
the annual instalment would vary from about one to three per cent of the 
annual payroll. 

The employer’s cost for current service benefits would similarly rungs 
from about one to four per cent of the annual payroll. 

Totalling the amortization instalment and the current service cost results 
in an annual cost of from two to seven per cent of the annual payroll. 

The cost for the disability benefit will in typical cases vary from one- 
quarter of one per cent to one-half of one per cent of the annual payroll. 

It is to be remembered that the amortization of past service will be com- 
pleted in twenty years, and that thereafter the only element of cost will be 
for current service. 

The estimates of cost given above are based on the assumption that the 


























INDUSTRIAL PENSIONS—PLANS AND POLICY 47 


employees’ contributions are returned to them with interest if they leave the 
company or die. If the interest feature is omitted and only the return of 
the employees’ contributions is provided, a reduction in the total cost to the 


company may result depending on the age distribution of the employees, but 
this is considered a doubtful saving. 


Step JII—FunpbING THE PLAN 


So far all mention of the details of financing the plan, guaranteeing the 
funds, and safeguarding the plan’s future has been deliberately omitted. 
Having considered the benefits and provisions that should be in a plan to 
provide for the effective retirement of employees when they reach old age 
and having agreed that the plan cannot be effective unless funds are supplied 
to carry out the purpose of the plan efficiently, we may now turn to the 
methods of financing plans and the advantages and disadvantages of each 
method. 

In general, all methods of financing fall into three types or a combina- 
tion of three types: 1. Self-Funded; 2. Trusteed; 3. Underwritten by an in- 
surance company. 

By “Self-Funded” is meant any method under which no outside agency 
handles the plan’s funds. These funds perhaps remain sequestered, but 
probably as a part of the company’s assets, available in an emergency for 
other liabilities. 

By “Trusteed” is meant any method whereby an agreement is made be- 
tween the company and the trustees under which adequate funds are turned 
over to the trustees who will administer the financial details and cooperate 
with the company in administering the plan itself. The funds here are held 
exclusively to finance the pension plan. 

By “Underwritten” is meant turning the whole plan over to an insur- 
ance company, which will do all the work and contract to carry out all the 
promises made to the extent of the premiums paid. 

Under the self-funding method, the company may, in its balance sheet, 
show no recognition of pension liability, or it may transfer the necessary 
amounts from surplus or reserves to an account labeled “Pension Liability.” 
However, it is not customary to make a corresponding change on the asset 
side to earmark part of the assets as being “Pension Reserve.” It is in this 
failure to earmark part of the assets as belonging to pension reserves that 
the greatest weakness of self-funded plans is found. The assets of the pen- 
sion plan are so much a part of other assets, such as plant, equipment, cash, 
securities, etc., that should anything happen to the company, all pension 
promises are jeopardized. The pension plan is still at the mercy of the vagar- 
ies of business—merger, sale, bankruptcy, liquidation, or changes in manage- 
ment. 


The next step in pension security is obvious—to transfer the asset “Pen- 
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sion Reserve” to a trustee and thus divorce the pension liability from the 
company. 

While discussing the funding of pension plans, let it be said in fairness 
that the school advocating the non-funded plan has a business philosophy 
for its stand, viz., that the needs of the business come first, that the trans- 
cending obligation is to keep the business going and in emergency to sacrifice 
all other considerations in justice to the owners and the workers, and ulti- 
mately in the interest of the pensioners. 

In a trusteed plan all financial details would be looked after by the 
trustees. These would include: 
investing the funds, 
making periodical audits, 
paying death benefits, 

. paying annuities to pensioners, 
guarding the safety of the funds and the adequacy of their yield, and 
making refunds for terminations and withdrawals, etc. 

The administrative details and the problems in connection with super- 
vising the plan itself, calculating the annual contributions, and making ac- 
tuarial reserve computations would be done either by the company or the 
trustees. 

In underwriting pension plans, the insurance company does everything 
the trustees would do and in addition guarantees the safety of the funds and 
the adequacy of their yield, along with the guarantee that the reserves would 
at all times be actuarially sound. The employer furnishes the insurance 
company with the necessary personnel data. They confer on the plan to be 
adopted, and from then on the insurance company handles all details. 

A combination of the two plans—trusteed and underwritten—that re- 
tains the flexibilities of the trusteed method, along with the guarantees of the 
insurance company as to safety of the funds and as to interest and annuity 
rates, has recently been developed and is called the “Deposit Administration 
Method of Financing.” Under this method, the insurance company under- 
takes to advise the employer each year as to the deposits to be made to the 
insurance company. If desired, the insurance company will discount for 
prior labor turnover in addition to prior deaths in estimating such deposits. 
Upon the funds thus paid to the insurance company, it will guarantee a 
definite rate of interest and the current scale of annuity rates. When an 
employee is to be retired, the amount of money required by the annuity rates 
would be taken from the “Deposit Fund” and the required retirement income 
purchased. In this way the employee is guaranteed that his annuity will be 
paid as long as he lives. The contributory part of a plan financed in this 
manner is underwritten on one of the insurance company’s usual deferred 
annuity bases. 


Space does not allow a discussion of the technical actuarial features of 
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funding, which covers the calculation and determination of the cost items 
for the various benefits presented. Of prime importance is forecasting the 
interest rate—a responsible and difficult matter that tremendously affects 
the cost, and consequently the size of the actuarial reserves. 


Step IJI—INsTALLING THE PLAN 


It is important at the outset and throughout the lifetime of the plan to 
make it pay its own way as a feature of industrial relations by being under- 
stood and depended upon by the employees and by being at or near one 
hundred per cent use. Both of these objectives may be attained from the 
outset by giving careful consideration to the plan’s initial installation. 

The actual mechanics of explaining the plan will depend to a degree upon 
the type of organization and the nature of the plan itself. In general, the 
installation should consist of two parts: (1) the preparation of the necessary 
educational material; and (2) the organization of the group selected to can- 
vass the employees. 

The educational material may include the following: 

1. Advance posters to announce the adoption of the plan and to make 
some mention of its features. 

2. An official booklet covering the provisions of the plan. 

3. A simple summary or short announcement letter to be given each em- 
ployee and to be written in a non-technical manner. 

4. A series of questions and answers to bring out the most important 
features of the plan. 

5. Several illustrative examples of the application of the plan and simple 
instructions to enable each employee to work out his own case. 

The organization of the group selected to contact the employees may 
include the following considerations: 

1. The careful selection of employees who are capable of explaining the 
plan and who will be given attentive consideration by the employees assigned 
to them. 

2. The division of the personnel into groups that are small enough to 
be contacted thoroughly within one week by the one in charge. 

3. The organization of a control office to watch the progress of the 
installation carefully and to offer assistance in answering any question or 
solving any problem that may arise. 


4. The adoption of a program to carry on the explanation to new em- 
ployees as they are hired. 

Where there is a thorough industrial relations organization, the instal- 
lation can be turned over to them after they have obtained a thorough under- 
standing of the plan from a clear communication from the chief executive 
of the company. Management must back the plan strongly. 
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Step IV—ApDMINISTRATION OF THE PLAN 


For the purposes of administration, it is desirable that a pension board 
be appointed to include one or more representatives of the employees. This 
board would be the natural body to pass upon applicants for pensions, to inter- 
pret the provisions of the plan, and to consider exceptional cases which may 
at times arise and be deemed worthy of recommendation by the pension board 
to the board of directors for special consideration. In connection with special 
cases, the pension board would naturally have before it continuously the matter 
of modifications in the pension plan. 

In the case of a self-insured plan where the company itself is investing 
the funds, the matter of the adequacy of these funds and even the investment 
of the funds would naturally be a duty of the pension board. In this instance, 
the business administration of the plan is extended to embrace a financial 
responsibility not necessary in other forms of funding. 

In the case of a fund trusteed under a trust agreement, the financial 
operations of the plan, and possibly even a review of the work of the pension 
board, becomes automatically transferred to the trustees, who work in con- 
junction with the pension board. In general, the pension board retains all 
administrative duties other than the financial duties directly delegated to the 
trustees in the investment, supervision and control of the pension funds. 

When the plan is underwritten by an insurance company, the insurance 
company takes over all functions which otherwise would be discharged by 
the trustees under a trusteed plan. In addition, the insurance company con- 
tracts to do all the work in connection with calculating and checking the 
actuarial adequacy of the funds, besides guaranteeing the safety of such funds. 

Personnel administration of the broadest type, intelligently applied, is 
of course needed in every pension and benefit plan in order to continue to sell 
and re-sell the idea behind the plan to the employees. In a soundly conceived 
and well-financed pension plan, this work can be materially forwarded by 
advising each employee, not less often than once a year, of the pension credits 
accumulated in terms of the amount of annual pension contingently earned 
under the pension scheme. Without undue emphasis, an intelligent pension 
plan should accomplish the result of keeping the employee continuously ad- 
vised as to what the plan means in old-age security and how it is operating 
in his particular case. 

In conclusion, a pension plan should be designed, not only to provide 
old-age security when it arises but to relieve, during the working years, 
the fear of old-age insecurity. In accomplishing this objective, the plan 
not only becomes most serviceable to the employees, but by the same token 
it becomes most serviceable to the employer. Thus the pension plan is placed 
on the soundest basis possible—while providing a “plus” benefit for the em- 
ployee, it stimulates a “plus” effort from the employee on behalf of the em- 
ployer and thus serves to pay its own way. 














State Unemployment Insurance* 


By Bryce M. Stewart, Director of Research, 
Industrial Relations Counselors, Inc. 


ie ALL the principal industrial countries unemployment has been at- 

tacked first by the charity and second by the insurance methods. After 
centuries of relief for the able-bodied poor, during which policy fluctuated 
between generosity and repression, there has been a general turning toward 
insurance on the grounds that unemployment is due more to faults of the 
industrial system than of the individual worker. The insurance approach 
was largely suggested by the workers’ own efforts to provide against the 
unemployment risk and its structure was to a considerable degree determined 
by the methods evolved by the trade union out-of-work benefit schemes. 
During the latter half of the nineteenth century the trade unions did more 
than any other agency to lay the foundations of unemployment insurance. 
In the last decade of the century their efforts were reinforced by the 
experiments of various cities of Continental Europe and since the turn of 
the century all the principal nations have one by one adopted systems of 
insurance as their chief reliance in combating unemployment, 


Approximately 49,000,000 of the world’s workers are now protected 
against unemployment by some form of governmental unemployment insur- 
ance. Of this number, roughly 46,000,000 are covered by compulsory legis- 
lation and about 3,000,000 by voluntary systems which receive financial aid 
from governments. Except for approximately 150,000 workmen in the 
Australian state of Queensland this body of insured persons is confined to 
the British Isles and the Continent of Europe. 


In the United States, except for the new law of Wisconsin not yet in 
force, Canada, Australia (except Queensland) and South Africa the workers 
are dependent on the unemployment benefits of their trade unions, employers’ 
benefit plans or schemes set up by employers and workers jointly with no 
help from government. The number so covered is less than 250,000 in 
the United States and 1,000,000 is probably a high figure for all the coun- 
tries mentioned. 


Interest in unemployment insurance has been growing for a long time 
in the United States despite the fact that it ranks with the few industrial 
nations that have adopted no legislation. A writer in the Massachusetts 
Labor Bulletin for October, 1897, said: 

“ .. Of all adverse contingencies that may affect the workingman none is more 
serious than that of unemployment, or enforced idleness due to periodic industrial dis- 
turbances entirely outside his control; and experiments are now being made abroad, 
notably in Switzerland, to provide against this contingency also, by a system of co- 
operative insurance in which the municipality joins with the employees. Whether or 


* Presented before the Personnel Division of the Third Annual Silver Bay Industrial Institute, 
July 20, 1932. 
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not periods of unemployment may be accurately determined so as to bring this con- 
tingency within the class of risks that may legitimately be covered by insurance is still 
an open question; but the old idea that pauperism due to sickness, the infirmities of age, 
insufficient employment, low wages, or even to lack of thrift, is an unavoidable evil, only 
to be met by some form of public or private charity, is giving place, in modern thought, 
to that of providing some plan by which the classes peculiarly liable to this evil may, 
during the years of industrial efficiency, guard against it; and to the co-operation in such 
a plan of capital, represented by the employer; of labor, represented by the wage-earner ; 
and, if necessary, of the State, whose interest in the prevention of pauperism is vital. 

“This change in point of view is no doubt hastened by the belief, gaining in these 
days constantly increasing force, that pauperism, like many other evils, frequently springs 
from causes that are social rather than individual, and that under our present social sys- 
tem, which rests upon the organization of industry, the contingencies that hinge upon 
employment, such as sickness, accicent, diminished industrial force, inability to make 
provision for one’s family in case of death—as the individual is not entirely responsible 
for these, no merely individual effort can guard against them.” 

This assertion was one of many portents of a changing American 
viewpoint toward unemployment. Until almost the end of the century it 
was regarded as due chiefly to deficiencies in the workers themselves, but 
the industrial expansion of the late eighties and early nineties brought a 
greater appreciation of the weakness of the individual amid the play of 
industrial and social forces. 

The depression of 1894 strengthened the view that the hazards of in- 
dustry cannot be guarded against merely by individual effort and focused it 
upon unemployment for a time. Insurance against this industrial risk 
began to be discussed in the publications of official bodies, federal and state, 
and in articles by economists, sociologists and charity workers. Various 
studies that arose out of the depression of 1894 were concerned with effort 
to protect the worker against the risks of unemployment. These investiga- 
tions examined unemployment benefit schemes of American trade unions. 
According to the report of the Massachusetts Board to Investigate the Sub- 
ject of the Unemployed published in 1895, the unemployed by means of such 
benefits “are not recipients of charity but are living legitimately upon their 
own savings.” Interest in experiments with unemployment insurance abroad 
was also quickened but it ebbed and flowed with the alternation of depres- 
sion and prosperity. Waves of discussion arose out of the depressions of 
1903-1904 and 1907-1908. The entire report of the United States Commis- 
sioner of Labor for 1909 was devoted to a consideration of workmen’s in- 
surance systems in Europe, including various experiments with unemploy- 
ment insurance in different countries. 

The discussions of employment exchanges and unemployment insur- 
ance in Great Britain during the first decade of the century were reflected 
in American literature. In New York State the Wainwright Commission 
sent investigators to Europe to study the results of the experiments in 
different countries. In its report published in 1911 the Commission con- 
sidered whether the Ghent system, which had already attained a considerable 
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development in Europe, should be recommended for New York State. 
The depression of 1914-1915 renewed and broadened interest in the sub- 
ject, and in 1916 a bill on unemployment insurance was introduced in the 
Massachusetts legislature, the first legislative proposal of the kind in the 
United States. In the ensuing decade and a half, the same sympathy of 
movement between the trend of unemployment and interest in unemploy- 
ment insurance has continued. The present depression has more than 
doubled the number of companies with voluntary schemes, and has created 
a flood of proposed legislation; further, the state of Wisconsin has enacted 
the first American law on the subject. The depression is now well into its 
third year, and with the certainty of another winter of very serious unem- 
ployment the passing of unemployment insurance legislation by other state 
legislatures seems highly probable. In this situation it is important to con- 
sider what significance the European experience of more than three decades 
with various forms of unemployment insurance may have for the United 
States. 

An examination of governmental unemployment insurance abroad 
shows that it has evolved through three principal stages: 


1. the period of municipal effort to initiate plans and municipal aid to 
voluntary plans—approximately 1895 to 1905; 

2. the period of provincial and national aid to voluntary plans, generally 
in addition to municipal assistance already instituted—approximately 1905 
to 1910; 

3. the perod of compulsory schemes established by national legislation 
which witnessed a development that far outweighed the whole growth of 
voluntary insurance—igI1I to the present time. 


The first steps to provide cash payments to the unemployed were taken 
by the workers themselves. In their unions and friendly societies, they 
contributed to unemployment funds during periods of prosperity, and drew 
benefits when they were out of work. In the last seventy-five years, this 
system has spread over Europe, and some labor organizations in America 
have adopted it. 

In time, it was evident that workers could not contribute out of wages, 
especially in view of other claims upon them, sufficient sums to make ade- 
quate provision against unemployment. In 1900, the City of Ghent in 
Belgium voted a sum to increase the benefits paid by the trade unions, This 
Ghent system spread to many of the industrial cities of Europe. Municipali- 
ties in the following countries adopted it: Belgium, Finland, Germany, 
Denmark, Spain, Switzerland, France, Holland, Norway and Czechoslovakia. 
In some countries, the provinces, or cantons, gave contributions to the benefit 
funds of unions or friendly societies, in addition to those paid by the muni- 
cipalities ; and in some cases, as in France (1905), the national government 
granted still further benefits. 
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The system has obvious disadvantages. It applies only to the organized 
workers, who are usually the better paid and least exposed to unemployment. 
In countries where labor organization is not widespread it omits the great 
mass of the working population—who need the benefits most. 

Recognizing these defects in the Ghent system, some European muni- 
cipalities established what have been called “Provided Voluntary Schemes,” 
since they were not set up by the insured persons themselves. These muni- 
cipalities included Berne (1893), Cologne (1896), Basle (1901), Bologna 
(1896), Venice (1901), Geneva (1904), and Leipzig (1905). Generally, 
these provided schemes enabled the whole body of workpeople in the munici- 
pality to contribute and insure against unemployment, but in actual practice 
only those most likely to be unemployed took advantage of the plan. The 
more steadily employed workman saw no reason to make contributions that 
would be paid out in benefits to others, and, accordingly, most of the funds 
were soon insolvent. However, these provided voluntary schemes taught 
one important lesson; namely, the necessity of an employment exchange at 
which applicants could be required to register and to accept suitable em- 
ployment as a condition for receiving benefit. 

Another type of voluntary scheme is found in the unemployment re- 
serves set up without aid from public funds by industries and individual 
companies entirely at their own expense in countries such as Great Britain, 
Germany and the United States. In a few instances, almost entirely confined 
to the United States, the employees have cooperated with the management 
and contributed to a joint unemployment reserve fund. These plans are 
good so far as they go, but they are established by only a few progressive 
employers and trade unions, and the great mass of the working population 
remains unprotected. 

The defects in these various types of voluntary schemes led to the adop- 
tion of compulsory systems, established by law. As early as 1895, there 
had been an experiment with a compulsory plan at St. Gall in Switzerland, 
but it was short-lived because of poor administration and its association 
with charitable relief. Great Britain decided to try the compulsory prin- 
ciple on a large scale, and passed a law in 1911 that required about two and 
a half million workers, their employers, and the government to contribute 
to a fund to provide unemployment benefits. In 1920, the plan was ex- 
tended to include a majority of the wage-earning population. Compulsory 
systems are now in operation in Great Britain and Northern Ireland, Irish 
Free State, Germany, Austria, Bulgaria, Italy, Poland, U. S. S. R., the 
state of Queensland, Australia, and twelve cantons of Switzerland. All 
the more important industrial countries of Europe have adopted compulsory 
unemployment insurance and those of lesser industrial importance have 
voluntary forms, except that France is in the voluntary column. 

The United States is still in the stage of voluntary plans, conducted by 
trade unions, employers, and employees and employers jointly. Trade union 
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unemployment benefits have not had an important development, although 
one plan was established by a local union of printers in New York as early 
as 1831. Unions of immigrant workers were among the first to set up such 
schemes in the United States. Only thirteen trade unions in the whole 
history of this country established out-of-work benefits on a national or in- 
ternational basis. In 1928, the four surviving national schemes had about 
1,320 members, and paid out approximately $13,613 in benefits. An un- 
known number of local unions have paid benefits, but so many of the plans 
have been discontinued that no total figure of benefits paid can be given. 
In 1928, thirty-seven local unions, with a membership of about 33,400, paid 
approximately $264,000 in benefits. 

With one notable exception, these union benefits were the only schemes 
in existence in America almost to the outbreak of the war. That exception 
appeared in the wall paper industry in 1894. This plan provided for a period 
of guaranteed employment in the year, and it still remains in force with 
some modifications. This union and six others have succeeded in estab- 
lishing, in cooperation with employers, twenty-four plans for guaranteed 
employment or unemployment benefits covering in all about 114,650 mem- 
bers. Six of the plans, with about 94 per cent of the members, were estab- 
lished in the garment trades. There has been a considerable mortality in 
these joint schemes, and there were in 1931 only about fifteen such plans 
covering some 65,000 employees. 

From 1916 to 1929, fifteen individual companies set up thirteen separate 
guaranteed employment or unemployment benefit schemes for their own 
employees. Four of these schemes have been abandoned. Since then 
twenty-seven additional companies have adopted five benefit plans. In all 
there are now fourteen separate plans applicable to thirty-nine companies 
covering approximately 122,000 employees. 

It may be estimated that at the end of 1931, less than 250,000 American 
workers were covered by formal unemployment benefit plans. The inade- 
quacy of the coverage by these voluntary plans need not be stressed. Even 
if all the unions in the United States adopted unemployment benefits, or 
negotiated joint schemes with their employers, only about 10 per cent of 
the industrial wage earners of the country would be covered. 


A compilation of the number of state bills on unemployment insurance 
is interesting. It shows particularly the rising tide of sentiment favoring 
unemployment insurance during the present depression. Up to 1931 twenty- 
two bills had been introduced in seven state legislatures; in 1931 alone, 37 
bills were introduced in eighteen states. 


The state of Wisconsin alone has enacted a bill into law—the Wisconsin 
Act of 1932—but it seems altogether likely that more states will follow 
during the coming winter when we shall face probably the most serious 
unemployment situation this country has ever encountered. 
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The Wisconsin unemployment reserve law provides for both voluntary 
and compulsory coverage. If by June 1, 1933, employers of 175,000 em- 
ployees have established voluntary plans, the compulsory features of the 
Act do not go into effect; but if such coverage is not attained, the Act with 
all its compulsory features becomes the law of Wisconsin on July 1, 1933. 
There is a possibility, due to the prolonged depression, that the enforcement 
of the bill will be postponed one year and will not go into effect until July 
I, 1934. Coverage is confined to all employees of employers with ten or 
more persons in the state except for such occupations as farm laborers, rail- 


DISTRIBUTION OF UNEMPLOYMENT INSURANCE BILLS BY STATES AND YEARS 
























































| | | | | 
1916 |1921 | 1922 | 1923 | 1925 | 1926 1927 1928 | 1929 | 1930 | 1931 | Total 
| | 

California... . 1 1 
Colorado .... 2 2 
Connecticut .. |! 1 1 1 3 
Illinois ...... 1 1 
Indiana ...... Z y 4 
Maine ....... 1 1 
Maryland .... 2 2 
Massachusetts. | 1 1 1 1 1 3 8 
Michigan .... 1 1 
Minnesota ... 1 1 1 3 
Missouri ..... 1 1 
New York.... 1 1 | 2 1 10 15 
North Dakota 1 ts 
lahat, ale 2 | z 
Oregon ...... | | 1 1 
Pennsylvania. at & 
Rhode Island.. | 1) 1 
So. Carolina.. | 1 
Washington... 1 | 1 
Wisconsin ... 1 | 1 1 1 | 1 5 | 10 

Total ...( 1 | 3] 1 ]2 |,2]1/5]1 [5 | 1 | 37] 59 














road employees engaged in interstate commerce, logging employees, domestic 
servants, teachers, elected and appointed public officers, workers engaged on 
a governmental relief project and employees on a governmental unit paid 
on a fixed annual basis. Contributions of employers are not pooled, but 
are kept in separate accounts. Only employers contribute for the fund and 
the contribution amounts to two per cent of their weekly payroll for benefits 
plus an added 0.2 per cent of the payroll for the state fund for the adminis- 
tration of the Act. Whether an employer is operating a voluntary plan or 
paying contributions over to the Industrial Commission, he must pay the 
administration contribution. Contributions remain two per cent of the 
payroll for two years after they begin and thereafter as long as the reserve 
per employee in the individual employer’s account amounts to less than $55; 
when the reserve per employee is between $55 and $75 he contributes one 
per cent; and when it is over $75 he stops contributing. The reserve per 
employee is computed at the beginning of each calendar month by taking 
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the net amount for future benefits in an employer’s account and dividing 
it by the maximum number of insured persons he employed any time that 
month. 

Benefits for total unemployment, which is defined as lack of any em- 
ployment during a week, are 50 per cent of average weekly wages or a 
maximum of $10 a week whichever is lower and a minimum of $5 a week, 
whenever the reserve per employee is $50 or over; for every drop of $5 
in the reserve per employee there is a corresponding reduction of $1 in the 
maximum benefit due. Benefit is paid for a maximum of ten weeks in any 
calendar year. Benefit for partial unemployment is the difference between 
average weekly earnings and the benefit an unemployed person would be 
eligible for if totally unemployed. The worker can receive in partial un- 
employment benefit in any year the equivalent of the total unemployment 
benefit he would have been entitled to had he been totally unemployed. 

The liability of any individual employer’s account is subject to certain 
limitations ; he does not have to pay benefit to any employee who works for 
him less than two weeks in the year, nor does he pay benefit in excess of 
more than one week’s benefit to four weeks’ employment; no employer is 
liable to pay benefit to an employee after an employee has been out of his 
employ more than six months. When an employee works for more than 
one employer, the account of each successive employer is liable for the pay- 
ment of benefit in inverse order to their successive employments. 

An unemployed person is eligible for benefit if he has been a resident 
of Wisconsin for two years preceding the date of his unemployment, and 
has been employed in the state for 40 weeks during that period; he is also 
eligible if he has earned less than $1,500 in the year preceding or less than 
$300 in the preceding month; if he has registered as unemployed at a dis- 
trict employment office, is physically able to work, has not refused suitable 
employment, has not lost his employment through misconduct, an Act of 
God, a trade dispute, etc. 

Persons who do not satisfy the two years’ residence or the 40 weeks’ 
employment requirement are considered nonqualified employees and do not 
receive benefits; but in lieu of benefit to such employees, employers are 
liable to pay a lump sum into the administration fund. “This payment shall 
be made at the rate of $5 for each four weeks of employment of such person 
by such employer during the period of employment just ended; but not more 
than $5 shall be payable for each $5 reserve per employee in the employer’s 
account at the beginning of the current calendar month.” Unemployed 
workers who enter a course of training can receive an additional $1 a week 
benefit payable from the administration fund. 

This is a brief summary of the main provisions of the Wisconsin un- 
employment reserve law. It has little regard for foreign experience and 
apparently the aim of its promoters was to make an entirely new start. The 
first Huber bill introduced in the Wisconsin legislature in 1921, the bill in 
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its subsequent forms as introduced in several sessions of the legislature 
and the present measure have placed their main emphasis on prevention. The 
employer, it was thought, should be stimulated to exert every effort to 
regularize his payroll and accordingly in this law as in the various Huber 
bills the entire burden of contributions is placed on the management. This 
philosophy of prevention grew partly out of experience with workmen’s 
compensation and scientific management. It was thought putting the burden 
of costs of unemployment insurance on employers would prevent unemploy- 
ment, just as workmen’s compensation by placing the burden of the costs 
on employers had helped to prevent accidents. Especially during the war 
progressive employers recognized that it was necessary to adopt scientific 
management measures before any substantial regularization of employment 
could be accomplished. It became evident that since scientific management 
sought to improve operating conditions and to secure more efficient and 
economical production it must be directed to the reduction of irregularity 
and must look ahead and be prepared for all contingencies. This imposition 
of all costs on employers in unemployment insurance is a striking departure 
from the main body of experience. Only in the U. S. S. R. is the entire 
burden placed on management. England, Queensland (Australia) and Bul- 
garia provide for contributions from employers, employees and the state. 
Italy places the burden on employers and employees equally, and while 
Germany requires employee contributions, too, public aid is limited to 
emergency allowances for periods of depression. 

Apparently the experience abroad gives little support for the non-con- 
tributory principle. It should be noted that even in this country there has 
been a recent trend in company plans toward contributions from employees. 
No American company plans had employee contributions up to the present 
depression, but the General Electric plan adopted in June, 1930, provides 
that the employees shall contribute. The John A. Manning Company modi- 
fied its plan in April, 1931, and provided for employee contributions, the 
Brown & Bailey Company plan has been so modified and the J. I. Case 
Company plan established in 1931 provides for equal contributions from 
employers and employees. Some observers see the beginning of a shift 
to the contributory principle that will be accelerated by further experience 
with cyclical unemployment, for almost without exception depression com- 
pels such plans to deliberalize their terms or to secure loans or grants from 
the management. Such a shift is well under way in industrial pensions after 
a long period of equally loyal adherence to the method of complete financing 
by management. 

It should not be inferred that the European schemes have entirely 
ignored the principle of prevention. The 1911 Unemployment Insurance 


Act in Great Britain offered rebates to employers amounting to one-third of 


their contributions for every employee kept in steady employment through- 
out the year. This was abandoned later in the 1920 Act on the grounds 
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that the rebates earned were not sufficient to justify the administrative 
expense involved. In Germany the law provides that contributions may be 
reduced for districts which show a favorable reserve. The Wisconsin bill 
contains somewhat the same idea as that of the 1911 British Act by offering 
reduced contributions to those employers who have accumulated certain 
reserves in their accounts. The German idea of regional reduction in con- 
tributions suggests a form of preventive effort that has not been entirely 
overlooked in the Wisconsin law. The Act allows employers in the same 
industry or locality to pool their accounts with a view to regularizing em- 
ployment by cooperative activity. The main emphasis, however, is upon the 
preventive effort of the individual employer but it would seem that there 
is need for an incentive to group planning for prevention. A single em- 
ployer will be greatly limited in any effort to stabilize if there is no central 
planning for regular employment in industry. 

It seems strange that although cyclical unemployment greatly outweighs 
the unemployment of ordinary years the Act has made no special provision 
for it. As early as 1911 the communal council of Ghent, Belgium, consid- 
ered supplementing ordinary unemployment benefits out of a special com- 
munal Crisis Fund, but the war interrupted further development of this idea. 
The National Emergency Fund of Belgium established in 1920 was a modi- 
fied form of this early proposal. It acts as a reserve fund for times of de- 
pression by granting benefit to persons who have already exhausted their 
benefit rights in their unemployment societies, or to persons belonging to 
bankrupt societies. It has been successfully administered since 1920 with- 
out serious difficulty and seems to answer the assertion often made in this 
country that separate provision for the risk of depressions is impracticable. 

Recent company plans in the United States have recognized the need for 
protection against the risks of depression. The John A. Manning Company 
in its revised plan has provided for a contribution from salaried employees 
during an emergency; the Brown & Bailey Company provides for contribu- 
tions from employees and foremen when reserves reach a certain limit. In 
the General Electric Company plan, all employees whether eligible or not 
contribute during an emergency and the plan of the 19 Rochester firms makes 
similar provision. With the unemployment of 1929-1932 already reaching a 
proportion at least three times that of the period 1923-1928, it seems only 
common sense that in devising an unemployment insurance law, there should 
be some contemplation of this major risk. It has long been the practice 
in workmen’s compensation insurance to allocate the income to several risks 
and we might well have regard to this practice based on experience in the 
insurance attack on unemployment. 

One may suggest in the light of this experience a few general lines of 


development for unemployment insurance plans, governmental or private in 
the United States. 


1. There will be much greater emphasis on the unemployment of de- 
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pressions and a separate account will be kept for this type of unemployment 
to which a certain proportion of the contributions will be allocated. As we 
have just indicated, this change is already under way. 

2. If we may judge by the European experience, employee contributions 
are likely to be required. Here again several of the recently adopted plans 
in this country make some provisions for employee contributions, while no 
employee contributions were required before 1930. It has proven quite 
feasible in accident compensation, where costs are lower and a relatively 
small proportion of the employees is affected, to charge the whole cost to 
management. It is quite another matter to require employers to meet the 
whole burden of cyclical unemployment amounting in this depression to not 
less than 40 per cent. 

3. There will be more emphasis on the relief phase of unemployment 
insurance, as in Europe. Many foreign students feel that America has over- 
stressed the prevention philosophy and that it is based on a fallacious analogy 
with workmen’s compensation. It is doubtful in many cases if the loss 
incurred by employers from overhead on idle plant is not a much stronger 
incentive to regularization of employment than any practicable unemploy- 
ment insurance contribution can possibly be for many years to come. 


Functions of the Personnel Department 


By Georce F. Busu, Employment Manager 
Mid-Continent Petroleum Corporation 


[| EVERY efficiently operated business each department or unit must 
justify its right to existence. There must be a reason for various activities 
which are carried on by each unit of an organization. There is a reason for 
the payroll department, for instance, or the sales department, or the stores 
department. What of the personnel department? Is there a reason for its 
existence? “Management,” says Mr. Earl B. Morgan, “is simply getting 
people to work together as a team to the end of maximum productivity at the 
lowest unit cost, and success in any organization depends in the final analysis 
on how management develops the individual and collective morale of the 
personnel.” ; 
Modern industry has become so complex and so spread out that the old 
idea of the personal relationship between employees and employer has, of 
necessity, been done away with. The management no longer can have this 
personal contact. With the growth of modern business has come, along with 
other mass movements, such as mass production, mass distribution and mass 
selling, mass personnel or industrial relations or, as it is sometimes called, 
“human engineering.” The various types of engineering are usually thought 
of as exact sciences and governed by definite laws and reasoning from cause 
to effect and from effect to cause. Personnel work may be considered a 
science but it is far from being an exact science. It deals with the minds and 
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motives of men. Its problems are quite involved because of the many un- 


. known quantities entering into the equation. The solutions of these problems 


are as complicated as the human element, which is the main factor to be con- 
sidered, first and always, in every organization of men in industry. A thor- 
ough, systematic and continuous study of the wants and needs of men is abso- 
lutely essential to the proper and intelligent administration of personnel 
problems. 

The medium through which personnel work is carried on may vary as 
the type of management organization varies in different concerns, but there 
should be, and there must be in every large company, a definite unit of or- 
ganization having charge of this important function. Long before the modern 
concept of personnel work took root, industry recognized the value of em- 
ployee goodwill and attempts were made to set up “welfare” organizations. 
These attempts usually centered around health or medical work, safety work, 
recreation, mutual benefit associations, profit sharing plans, legal aid, etc. 
Usually these functions were administered by line executives or foremen, each 
working independent of the other and reporting separately to the general 
manager, the president or other officers. 

When these officials have time adequately to supervise these activities, 
this may be a fairly satisfactory arrangement. But as the size of the organiza- 
tion increases and the demands upon its officers multiply, this type of organi- 
zation becomes so spread and so diversified that it fails to meet the needs 
for which it was originally planned. 

Good business sense dictates that management is entitled to the degree 
of coordination in its personnel program that it has in its sales policy or its 
production policy. This coordination can only be secured by the appointment 
of a director of all personnel activities. 

The director of personnel work is essentially in a staff capacity. He 
should be responsible for the initiation of industrial relations policies, for the 
approval of the management and for keeping the management informed re- 
garding new developments in the field of personnel work and regarding its 
own organization. He should be responsible for putting these policies into 
effect and getting the line executives to give the same attention to them that 
is given to other factors such as machines and materials, for the responsibility 
for specific results under any personnel program must rest fairly on the line 
organization. It is absolutely essential that all major and minor executives be 
well versed in the elements and principles of the company personnel policies. 

Companies which have concentrated responsibilities for employment, edu- 
cation, promotions and general welfare of the company personnel in one man, 
usually delegate the following duties or responsibilities to him: 


Direct Responsibilities 


1. Policy. Assist management in the foundation of general under- 
lying policies of personnel administration. 
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2. Employment. Supervision over and approval of all employment 
for all departments, including the selection and hiring of men. This 
includes: 

a. Development of sources of supply. 

b. Selection and following up references of applicants. 

c. Development of waiting lists of available applicants for quick re- 

placements in force. 

d. Job analysis to determine and define duties and responsibilities of 

each position. 

e. Job specifications to show the qualifications and qualities necessary 

to fill each position. 
f. Interviewing, including mental and trade testing, of all applicants 
for employment. 

g. Physical examination of all new employees. 


3. Records. Keeping adequate and accurate records of each em- 
ployee, showing experience, promotions, performance, attendance, etc. 
Turnover records, personnel reports and records kept available for use 
of department heads. Answering inquiries for confidential information 
about employees and former employees. General correspondence. 

4. Welfare. Direct responsibility for administration of those plans 
and activities which are intended to improve and promote the health, 
progress, contentment and happiness of employees, including: 

Sickness and accident insurance and compensation. 

Life insurance. 

Vacation policy. 

Service awards—such as service buttons for long time employment. 
Home or nurse service. 

Social and recreational activities. 


5. Education. Carry on training on the job in order better to equip 
employees for more efficient performance of present duties and for future 
development and promotions, including: 

Support of city night schools and special part time classes. 
Foremen training courses. 

Special classes for groups of employees in different departments. 
Suggestion system and rewards for acceptable suggestions. 
Company paper or magazine. 

Publication and distribution of bulletins and pamphlets acquainting 


employees with policies and practices of the company in carrying on 
its work. 
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6. Research. Constant study of other industries so as to develop 
and discover new ideas and new ways of doing things so that the man- 
agement may be informed as to new developments in the field of indus- 


trial relations. Wage studies, efficiency tests and fact finding on all phases 
of personnel problems. 
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Indirect or Advisory Responsibilities 


1. Promotions and Transfers. Conferring with the line executives 
regarding the transferring and promoting of employees, both as to salary 
and position, including: 

Establishing regular lines of promotions and transfers. 
Studying wage scales and establishing salary and wage scales. 
Performance and ability records as basis of promotion and transfer. 

Transfer between departments. 

Developing junior executive talent and preparing them for future 
positions through training and supervision. 

Assistance in preliminary and special training for development, in- 
cluding conventions, schools, talks and lectures. 

g. Personal interviews with employees regarding their future develop- 
ment and positions. 

h. Separations and discharges, safeguarding the interest of employees 
and trying to save those who are worthy, but perhaps misplaced, but 
in whom the company has both interest and investment. 

2. Working Conditions: 
Constant study and improvement of working conditions. 
Follow-up and adjustments of misunderstandings and grievances 
through regular organized channels. 
Adjustments under state workmen’s compensation laws. 
Rewards for good service and punishment for violations of rules. 
Safety and health service. 
Financial assistance to employees to meet emergencies. 
Thrift and general welfare plans, such as stock purchase, savings 
funds, etc. 
Development of personal contact between executives and men to 
the end that plans and policies may be better understood and there- 
fore better results obtained. Even under our complex industrial 
organizations, human nature still craves association, approval and 
commendation. 

Mutuality of interest on the part of employees and the company is essen- 
tial to the successful operation of any business. The building of such a mutual 
interest and its maintenance after it is created, is a sufficient justification for 
a definite and comprehensive program of personnel activity. 

In conclusion, a personnel department should be a clearing house to be 
used by the management under the rules prescribed and should sparingly exer- 
cise executive authority in itself. It should so conduct itself that heads of de- 
partments and foremen will look upon it as an agency of great help to them. 
It will strengthen rather than minimize the executive’s control and position 
with his men. The successful operation of personnel departments in hundreds 


of firms throughout the length and breadth of this land attest to the truth of 
this conclusion. 


eno sD 


eh 


? 


=> mmoan 











64 PERSONNEL 
AMERICAN MANAGEMENT ASSOCIATION 
The Council N 


(Continued from second page) 


Members Representing Personnel Division 


Brss Broopwortn, Vice-President in Charge of Personnel, The Namm Store 

A. B. Gates, Director of Training, Eastman Kodak Company 

Morris Harrison, Director of Industrial Relations, Hammermill Paper Company 

LF MacPuerson, Manager of Industrial Relations, Public Service Company of Northern Illinois 
P. H. McCance, Director of Personnel, Philadelphia Company i 
W. H. Winans, Industrial Relations Department, Union Carbide Company 


Members Representing Job Order Production Division 


Wau. J. Burcrr, Works Manager, The Warner & Swasey Co. 
H. Cuinps, Vice-President, The Hendey Machine Company 
W. Dunsar, Works Manager, Grinding Machine Division, Norton Company 
. N. Ives, Factory Manager, Ritter Dental Manufacturing Company, Inc. 
S. Situ, Vice-President, Carrier Manufacturing Corporation 
E. Umstatrp, Executive Vice-President, The Timken Roller Bearing Company 


geomy 


Members Representing Mass Production Division 


Frank H. Fanninc, Assistant to Vice-President, The American Rolling Mill Co. 

= W. Hattocx, Professor and Head, Industrial Engineering, The University of Pittsburgh 
OHN Paut Jones, Manufacturing Department, Standard Oil Company (Indiana) 

F. V. Rei, Assistant Director of Operations, The Grasselli Chemical Co. 

E. M. Ricwarps, Chief Industrial Engineer, Republic Steel Corporation 


Members Representing Public Relations Division 


Wm. A. Duroin, Director of Public Relations, Commonwealth Edison Company 
G. B. Hartey, Special Assistant to Vice-Presidents, The Pennsylvania Railroad ty 
H. Wiiiram Kuare, Vice-President, Hotels Statler Company, Inc. 

Orrin C. Lester, Vice-President, The Bowery Savings Bank 

BernarD J. Mutztaney, Vice-President, The Peoples Gas Light and Coke Company 
P. L. Tuomson, Director of Public Relations, Western Electric Company 


Members Representing Institute of Management 


Cartz M. Bicrtow, President, Bigelow, Kent, Willard & Co., Inc. 
Ernest F. DuBrut, Management Engineer 

Stantey P. Farwett, Vice-President, Business Research Corporation 
F. Ricumonp FuietcuHer, Partner, Scovell, Wellington & Company 
Harry ArtHur Horr, Senior Partner, H. A. Hopf and Company 
Sanrorp E. Tuompson, President, The Thompson & Lichtner Co., Inc. 


Members Representing Mississippi-Missouri District 


P. Vat Kors, President, Provident Chemical Works 
R. C. Kuupett, President, Hughes Tool Company | 
L. E. Situ, Production Manager, Meredith Publishing Company 


Members Representing Pacific Coast 


Evcrnz G. McCann, Manager, Personnel Department, Pacific Gas_and Electric Company 
W. F. Sampson, Vice-President and Treasurer, California and Hawaiian Sugar Refining Corpora- 
tion, Ltd. 


Frevrric Viewec, Vice-President, American Potash and Chemical Corporation 


Members Representing Rocky Mountain States 


Pearce C, Kerry, Assistant Professor of Business Administration, University of Arkansas 
E. Grosvenor Prowman, Dean of the Extension Division, University of Denver 
E. C. Reysoxtp, Secretary, The Dorr Company, Inc. 


Members Representing Canada 


Cnrester B. Hamitton, Jr., President, The Hamilton Gear and Machine Co. 
E. L. McLean, President, E. L. McLean Limited 
A. E. Watrorp, Treasurer, Jas. A. Ogilvy’s, Limited { 


Secretary of the Council 
Joun G. Gortz, Managing Director, American Management Association 
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